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COSTS. (a) The department w i l l  set  prospective payment rates a t  ;I 
level sufficient  to  pay a fair  rate for reasonable  costs of a facility 
attr ibutable  to  state  programs.  The  department n i l 1  consider only 
financial   requirements  that   are  consistent  with efficient  cost-effec- 
tive  management.  The  prospective  payment  rates will include oper- 
ating  costs  that   are  directly  related  to  the  delivery of health  care 

? c 
1 training  and  research i f  research  efforts  are  approved in advance  by 

services. These costs  include  those  incurred  for  patient  services, ed- 
ucation  for  accredited  health-care-related  programs  and  in-house 

the  department   These  costs  wi l l ,  in the  department's  discretion,  in- 

wages, salaries,  and  employee  benefits; 
purchased  services; 
supplies; 
utilities; 
depreciation,  rental,  lease; 
taxes,  excluding  local,  state, and federal  income  taxes; 
interest   expense; 
maintenance;  and 
minor  remodeling. 
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b .  

ords; 
(i i)  computed  using  the  depreciation  base,  lives,  and 1 

methods specified in this paragraph; and 
(iii)  recognized  under  Medicare  principles as a depreciation 

allowance  on  facilities  leased  for a nominal  amount as identi- 
fied in the  U.S. Department of Health  and  Human  Services, 
Health  Care  Financing  Administration,  HCFA-Pub. 15-1, Pro- 
vider  reimbursement  Manual,   Part  I, Section 112, dated  De- 
cember 1974. 
(C) Depreciable  assets  include  the  following  tangible  assets if  

6 

owned  by a facility: 
(i) structures;  
(ii) building fixed equipment; 
(iii) land  improvements; 
(iv) assets held by the  facility  through a capital  lease; 
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( v )  major movable equipment  and  
(vi) minor  equipment. 

(D) The  historical  cost  to  the  health  facility of acquiring  the 
asset i n  an  arm's-length  transaction  and of preparing  it  for use, 
less amounts attributable to  goodwill is presumed  to be the de- 
preciation base. However,  the  department will in its discretion 
require a facility  to establish the fair market \.slue of the ;isset ;It 

the t in112 of the purchase by means of an  appraisal  after the 
appraisal is conducted,  the  depreciation base of the  asset  may 
n o t  exceed its fair market  value less accumulated  depreciation 
For long-term care facility  acquisitions on o r  a f te r  October 1, 
1985 the increase i n  the depreciable base is limited LO one-half 
of the  percentage  increase since the date  of tilt? seller's acquisition 
tion, in  the dodge Construction  Systems Cost  for Nursing 
homes 0 1 ;  one-half o f  the percentage  increase i n  the Consumer 
Price index  io^. A 1 1  U r b a n  consumers u n i t e d  States  ('it:: aver- 
age) ,  whichever is less. I:: addit ion 

7 (, -, - 

t i )  I f  depreciable assets a r e  acquired from a related organi- 
:::itio!ls the facility’s depreciation base may n o t  exceed the 
base the related organization had o r  would have !lati i f  the 
asset.  had  been  used for providing  services to eligible  state 
program  recipients  from  the  date of purchase. 

( i i )  The  depreciation  base of a donated  asset is calculated  as 
of the  date of donation.  The  depreciation  base of an  asset   re- 
ceived  through  testate  or  intestate  distribution  other  than a 
donation is the  fair   market  value  at   the  date of death of the  
testate  or  intestate.  However, if a donation  or  distribution is 
between  related  organizations,  the  depreciation  base  is  the 
lesser of the fair market  value,  or  the  depreciation  base  the 
related  organization  had  or  would  have  had  for  the  asset  under 
a contract  with  the  division of medical  assistance. 
(E )  In  preparing  its  annual  budget, a facility  shall  account for  

depreciation by using  useful  lives  for  depreciable  assets  that  are 
no shorter  than  useful  lives  for  similar  assets  in  the 1983 edition 
of "Estimated  Useful  Lives of Depreciable  Hospital  Assets," 
published  by  American  Hospital  Publishing,  Inc. 

(F) A facility  shall  measure  the  life of a depreciable  asset   from 
the  date  of the  most  recent  arm's-length  acquisition of the  asset .  

(G) A facility  shall  depreciate a building  improvement  over 
the  remaining  useful  life of the  building  or  building  improve- 
ment,  whichever  is  less,  and  must  depreciate  equipment  over  the 
remaining  useful  life of the  equipment  or  over  the  remaining 
useful life of the  building  in  which  the  equipment  is  located, 
whichever is less.  If  the  remaining book value of the  building is 
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